2

and justifications of the actuarial assumptions, and the assumptions unique to
postretirement health care benefits.””

SFAS-106 requires the use of explicit assumptions, each of which individually
represents the best estimate regarding a particular future event. The probability of
payment is taken into account in assumptions about turnover, dependency status and
mortality. Generally. assumptions are made that are expected to hold true over a long
period of time. The possibility of a future downsizing, as a one-time or short term event,
is not an assumption that should impact the calculation of the expected benefit obligation.
General attrition is taken into account in assumptions about turnover. The NTCs have
generally implemented their downsizing efforts via retirement incentives, not having
material impact on the probability that employees will leave the business prior to
becoming eligible to receive their postempioyment benefits.

In December 1993. NYT accrued SFAS-106 curtailment charges pertaining to
restructuring and planned downsizing of $53.2 million for management employees and
$217.3 million for nonmanagement emplovees. For NET, these figures were $43.1
million and $150.8 million, respectively. For FCC reporting purposes, these charges
were reflected in Account 7370, Special Charges for NYT and Account 7360.99, Other
Nonoperating Income for NET, in accordance with RAO 24. As employees left the
payroll during 1994 (and will continue in 1995 and 1996), a portion of the amount
recorded in Accounts 7370 and 7360.99 is reversed. and the actual SFAS-106 amount is
recorded as operating expense in Account 6728. Other General and Administrative

Expense. Total SFAS-106 charges recognized as operating expense in 1994 for NYT

** Meaningful comparisons cannot be drawn between SFAS-112 costs and SFAS-106 costs because of

the very different types of benefits involved. However, see Appendix H.2 for SFAS-112 costs and the
associated valuation methods.



were $63.9 million for management employees and $166.7 million for nonmanagement
employees. For NET. these figures were $41.8 million and $43.0 million, respectively.
Amounts reversed from Account 7370 during 1994 for NYT were $38.2 million for
management employees and $36.2 million for nonmanagement employees. Amounts
reversed from Account 7360.99 during 1994 for NET were $25.9 million for management
employees and $11.3 million for nonmanagement employees. The difference between
the amounts actually incurred and the related amounts previously accrued (and now
reversed) is primarily due to the offering of a special retirement incentive which added
six years to age and six vears to service for determining benefit eligibility, enabling
greater number of employees to retire and leave the business with full postemployment
benefits.

Designation Order ¥ 28:

Regarding the issue of any double-counting see response to Designation Order
9 24, including Appendix H.1.

Designation Order 9 29:

For NYT, average total compensation per employee is $75,373 for management
employees and $60.454 for nonmanagement employees. For NET, these figures are
$62,592 and $53,188, respectively. Of these amounts for NYT, OPEBs represent 19.2%
of total compensation costs for management employees and 11.7% for nonmanagement
employees. The respective figures for NET are 15.3% and 12.9%. Total compensation
includes wages, salaries, special payments (overtime, team awards, etc.), and benefits
(including medical, dental, company savings plan contributions, disability, pensions and
OPEBs). These amounts were derived by dividing 1994 annual costs by the average

monthly force during 1994.



Designation Order ¥ 30:

The basic premise in Designation Order 9 30 that OPEB accruals may never be
paid is not applicable on a going-concern basis That is, as long as a LEC continues to
exist, accrued OPEB benefits will be paid. The only time such benefits will not be paid is
if the benefit plan is terminated (settled) or curtailed. For LECs this seems highly
unlikely, as such action would have to be negotiated with the unions and would be
otherwise disruptive and problematical. Furthermore, depending on the terms of the
settlement or curtailment, the transaction could result in a possible loss as well as a
possible gain. Over time. recovery of retiree benefit costs has been less than amounts
paid to or on behalf of retirees (see responses under Issue A herein). Also, on a going
forward basis, the Commission has promulgated a stricter test generally denying
exogenous treatment of OPEB costs absent a demonstrated impact on cash flow (seg
Price Cap Review Order). Given these developments, it seems likely that LECs will not

recover more than their cash payments to retirees. and over time will recover less than

that amount.

HI. CONCLUSION

NYNEX has fully justified its exogenous adjustments for additional OPEB costs
arising from implementation of SFAS-106, and has met the legal standard for exogenous

cost treatment as set forth in the D.C. Circuit’s QPEB Decision. The Bureau should



25
promptly conclude this investigation by upholding and making permanent the NYNEX
OPEB tariffs under investigation herein.
Respectfully submitted,

New England Telephone and
Telegraph Company

New York Telephone Company

By:/s/Campbell L. Ayling
Campbell L. Ayling

1111 Westchester Avenue
White Plains, NY 10604
014/644-6306

Their Attorney

Dated: August 14, 1995
93-193.doc






PAY-AS-YOU-GO POSTRETIREMENT EXPENSES

1990/1991
ACCESS FILING
NEW ENGLAND 532
NEW YORK 1148
NYNEX TELEPHONE COMPANIE 168.0

MILLIONS OF DOLLARS

1991 1992 1993
ACTUAL ACTUAL ACTUAL

508 637 672
101 1 1316 1420

151.9 1953 209.2

Appendix A |

1994
ACTUAL

754
1671

2425
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NOTES TO FINANCIAL STATEMENTS (continued)

(see Organizational Restructuring included in Management’'s Discussion and
Analysis of Results of Operations). Based on historical precedent,
management anticipates future recovery of these deferred costs through the

rate-making process.

In January 1992, the Company announced that management employees who leave
the Company under the Force Management Plan during 1992 and are at least 21
years old with at least one year of service as of December 26, 1991 may
elect to receive their NYNEX Management Pension Plan benefit in a lump sum
distribution, or as a monthly annuity beginning when they leave the
Company. In addition, management employees who are not eligible for a
service pension retain the existing option of waiting until retirement age
before receiving their pension benefit.

During 1990, the projected benefit obligation increased by $8.3 million for
the 1389 sarly retirement plans for management and nonmanagement employees,
of which $1.7 million was expensed and $6.6 million was deferred. Based on
historical precedent, management anticipates future recovery of these
deferred costs through the rate-making process.

Postretirement Benefits Other Than Pensions

The Company provides certain health care and 1ife insurance benefits for
retired employees and their families. Substantially all of the Company’s
employees may become eligible for these benefits if they reach pension
eligibility while working for the Company. Most of these benefits are
provided through an insurance company whose premiums are funded as benefits
are paid. Total costs of providing benefits for retired employees and their
families were $45.7, $39.6 and $33.2 million in 1991, 1990 and 1989,
respectively.

In September 1991, under the provisions of the Omnibus Budget Reconciliation
Act of 1990, a portion of excess pension assets totalling $133 million was
transferred from the two NYNEX pension plans to health care benefit accounts
established within the pension plans for reimbursement of retiree health
care benefits paid by NYNEX during the 1990 tax year, of which $38 million
represent benefits paid by the Company. NYNEX then established and made
contributions to two separate Voluntary Employees’ Beneficiary Association
Trusts ("VEBA Trusts®), one for management and the other for nonmanagement,
in amounts equal to the excess pension assets transferred. The VEBA Trusts
were established to begin prefunding postretirement health care benefits.

In December 1991, additional excess pension assets totalling $148 million
were transferred from the NYNEX pension plans to health care benefit
accounts within the pension plans for reimbursement of retiree health care
benefits paid by NYNEX during the 1991 tax year, of which $42 million
represent benefits paid by the Company. NYNEX also made contributions to
the VEBA Trusts in amounts equal to the excess pension assets transferred in
December. The transfer of the excess pension assets and the establishment
of the VEBA Trusts had an insignificant impact on the Company's results of
operations and financial position. .
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NOTES TO FINANCIAL STATEMENTS (continued)

In December 1990, the FASB issued Statement of Financial Accounting
Standards No. 106, "Employers’ Accounting for Postretirement Benefits Other
Than Pensions”® ("Statement No. 106"). Adoption of this standard is required
by the Company no later than January 1, 1993. Statement No. 106 will change
the current practice of accounting for nonpension retirement benefits from
recognizing costs as benefits are paid to accruing the expected costs of
providing these benefits during an employee’s working life. Upon adoption
of Statement No. 106, companies will be required to recognize the liability
to current and retired employees either immediately or over a period not to

exceed 20 years.

Management is currently evaluating the financial impact of this accounting
standard. Initial estimates indicate that the related annual expense,
assuming 20 year amortization, will increase by approximately two to three
times above the projected 1993 expense levels, and the initia) unfunded
accumulated postretirement benefit obligation will be in the range of
approximately $0.9 billion to $1.3 billion at adoption. Management is
unable to predict with any certainty what effects the future regulatory
environment may have on the ultimate financial impact of the new standard.

(D) Common Stock

In 1991, the equity capital of the Company increased $75 million through an
equity investment made by NYNEX. In 1990, the equity capital of the Company
increased $98.8 million due to a $75 million equity investment made by NYNEX
and $23.8 million from the transfer of ownership of NYNEX Materiel
Enterprises Company and NYNEX Systems Marketing (New England) Company.

(E) Long-term Debt

Interest rates and maturities on long-term debt outstanding at December 31,
1991 and 1990 are as follows:

Interest December 31,
Dollars in Millions Rates Maturities 1991 1990
Debentures:. . . . . . . . . 4% - 8 1/5% 1993-2008 $ 920.0 $ 920.0
6 1/8% - 9 1/2% 2006-2010 655.0 655.0
9% 2026-2031 450.0 350.0
Notes: . . . . . . . .. .. 9 1/2% 1992 - 200.0
8 5/8% 2001 100.0 -
Capital Leases . . . . . . . 5.0 7.5
Unamortized discount - net . _(17.2) ___(Is.1)

Total Long-term debt . . . . $2.112.8 $2.117.¢
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The Company provides certain health care and 1ife insurance benefits for
retired employees and their families. Substantially all of the Company’s
employees may become eligible for these benefits if they reach pension
eligibility while working for the Company. Most of these benefits are
provided through an insurance company whose premiums are funded as benefits
are paid. Total costs of providing benefits for approximately 39,000
retired employees and their families were $91.6, $68.1 and $80.9 million in
1991, 1990 and 1989, respectively.

In September 1991, under the provisions of the Omnibus Budget Reconciliation
Act of 1390, a portion of excess pension assets totaling $133 million were
transferred from the two NYNEX pension plans to health care benefit accounts
established within the respective pension plans. The funds were used for
reimbursement of retiree health care benefits paid by NYNEX during the 1990
tax year, of which $69 million represented benefits paid by the Company.
NYNEX then established and made contributions to two separate Voluntary
Employees’ Beneficiary Association Trusts ("VEBA Trusts®), one for
management and the other for nonmanagement, in amounts equal to the excess
pension assets transferred. The VEBA Trusts were established to begin
prefunding postretirement health care benefits. In December 1991,

additional excess pension assets totaling $148 million were transferred from
the NYNEX pension plans to health care benefit accounts within the pension
plans. The funds were used for reimbursement of retiree health care
benefits paid by NYNEX during the 1991 tax year, of which $76 million
represented benefits paid by the Company. NYNEX made contributions to the
VEBA Trusts in amounts equal to the excess pension assets transferred in
December. The transfer of excess pension assets and the establishment of
the VEBA Trusts had an insignificant impact on the Company’s results of
operations and financial position.

In December 1990, the FASB issued Statement of Financial Accountin
Standards No. 106, "Employers’ Accounting for Postretirement Benefits Other
Than Pensions® ("Statement No. 106"). The Company must adopt this standard
no later than January 1, 1993. Statement No. 106 will change the current
practice of accounting for nonpension retirement benefits from recognizing
costs as benefits are paid to accruing the expected cost of providing these
benefits during an Toyee's working 1ife. Upon adoption of Statement

No. 106, companies will be required to recognize the l1iability to current
and retired employees either immediately or over a period not to exceed 20
years.

Management is currently evaluating the financial accounting impact of this
accounting standard. Initial estimates indicate that the related annual
expense, assuming 20 year amortization, will increase by approximately two
to three times above the projected 1993 expense levels, and the initial
unfunded accumulated postretirement benefit obligation will be in the range
of approximately $1.8 billion to $2.7 billion at adoption. Management is
unable to predict with any certainty what effects the future regulatory
environment may have on the ultimate financial impact of the new standard.
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Financial/Real Estate

Financial/ Real Estate operating income decreased $48.7 million,
or 64.3%, in 1991, and increased $24.8 million, or 48.7%, in
1990. The 1991 decrease is due to the phase out of real estate
development work and related restructuring charges (see
Organizational Restructuring), partially offset by the in-
crease in revenues from leveraged leases. NYNEX Properties
Company is being phased out pursuant to a 1991 reorganiza-
tion plan. In 1990, the increase was principally due to growth
in revenues.

Other Diversified Operations

The operating loss from Other Diversified Operations
decreased $204.7 million, or 54.7%, in 1991, and increased
$253.1 million, or 209.3%, in 1990. The 1991 decrease is due
to the sale of the NYNEX Business Centers and the reorgani-
zation of NBISC’s Office Systems Division, partially offset
by restructuring charges recorded in 1991. In 1990, approxi-
mately $288 million of pretax charges were recorded. (See
Organizational Restructuring.) Operating results from profes-
sional services, systems and software sales were negatively
affected by market weakness in the financial and consulting
services sectors. In addition, increased expenses were incurred
for expansion in international markets and for various start-
up businesses. Computer hardware and office automation
operations reduced operating losses by lowering expenses.

Other income (expense)-net
(' milllons) 1908 1900 1900

- - -

The decrease in 1991 was principally due to $71 million of
restructuring charges, primarily at NYNEX's subsidiaries
other than the telecommunications group to establish
reserves against certain investments (see Organizational
Restructuring). The allowance for funds used during con-
struction decreased $14 million at the telephone subsidiaries
resulting from a lower average balance in plant under con-
struction. In 1990, interest income decreased $17 million and
minority interest expense increased $13 million, partially
offset by a decrease in olfiir expenses resulting from one-
time charges recorded byililsselephone subsidiaries in 1989

(see Organizational Res#cturing).
interest expense
(n milllons) ‘ 108 1000 1900
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$691.4

Average debt levels increased from $8.2 billion in 1990 to
$8.8 billion in 1991, due to new issuances of $400 million
at the telephone subsidiaries, $94 million in medium-term
notes at NYNEX Credit Company and $31 million at
NYNEX Capital Funding Company (see Capital Resources
and Liquidity), partially offset by a decrease in average
interest rates from 8.2% in 1990 to 8.0% in 1991. In 1990,

interest expense increased due to interest on the $450 million
in debentures issued in connection with the leveraged
employee stock ownership plan (“LESOP”) (see Note G to
the Consolidated Financial Statements) and an increase in
average debt levels from $7.9 billion in 1989 to $8.2 billion

in 1990, partially offset by a decrease in average interest
rates from 8.4% in 1989 to 8.2% in 1990.

income taxes
(in milllons) 1902 1900 1900

Pretax income decreased $524.8 million in 1991, and there
was an increase in the reversal of excess accumulated deferred
taxes from previous years that had been deferred at a tax
rate higher than the 1991 statutory rate. In 1990, income taxes
increased principally due to higher pretax income and a
decrease in amortization of investment tax credits, partially
offset by an increase in the reversal of excess accumulated
deferred income taxes from previous years that had been
deferred at a tax rate higher than the 1990 statutory réte and
the tax effect of the dividends on LESOP shares. A recpncilia-
tion of the effective tax rate with the federal statutoryirate is
contained in Note B to the Consolidated Financial Stateinents.

Effects of a Change in Intercompany Biling Policy

In January 1991, Telesector Resources changed its method

of billing for procurement services provided to the NYNEX
subsidiaries and began billing them for materials and sup-
plies at vendor invoice prices. All other costs related to
procurement services, including a return on investment, are
separately identified and billed to the NYNEX subsidiaries
at prices for products and services that are intended to
recover Telesector Resources’ fully allocated costs, including
a return on investment. In 1991, as a result of this change, the
telephone subsidiaries experienced a $47 million increase in
operating expenses for procurement services that previously
would have been capitalized.

For New York Telephone, the billing policy change is subject
to NYSPSC approval. As an interim step, New York Telephone
has petitioned the NYSPSC for permission to impute revenues
for future intrastate recovery equal to the incremental revenue
requirement impact of expensing the portion of procurement
costs that were formerly capitalized.

Anticipated Effects of Statement of Financial
Accounting Standards No. 106 “Employers’ Accounting
for Postretiremant Benefits Other Than Pensions”

In December 1990, the Financial Accounting Standards Board
(the “FASB”) issued Statement of Financial Accounting
Standards No. 106, “Employers’ Accounting for Postretirement
Benefits Other Than Pensions” (“Statement No. 106”). Adop-
tion of this standard is required by NYNEX no later than
January 1, 1993. Statement No. 106 will change the current




practice of accounting for nonpension retirement benefits
from recognizing costs as benefits are paid to accruing the
expected cost of providing these benefits during an employee’s
working life. Upon adoption of Statement No. 106, compa-
nies will be required to recognize the liability to current and
retired employees either immediately or over a period not to
exceed 20 vears.

Management is currently evaluating the financial accounting
impact of this accounting standard. Initial estimates indicate
that the related annual expense, assuming 20-year amortiza-
tion, will increase by approximately two to three times above
the projected 1993 expense levels, and the initial unfunded
accumulated postretirement benefit obligation will be in the
range of approximately $3.5 billion to $5.0 billion at adoption.
A substantial portion of the increase would be related to the
telephone subsidiaries, which are subject to rate regulation.
Management is unable to predict with any certainty what
effects the future regulatory environment may have on the
ultimate financial impact of the new standard.

Anticipated Effects of Statement of Financial Accounting
Standards No. 109 “Accounting for Income Taxes”

I[n February 1992, the FASB issued Statement of Financial
Accounting Standards No. 109, “Accounting for Income Taxes”
(“Statement No. 109”), requiring implementation by NYNEX
no later than January 1, 1993. Statement No. 109 supersedes
Statement of Financial Accounting Standards No. 96, which
was adopted by NYNEX effective January 1, 1988. The effect

of Statement No. 109 on NYNEX's results of operations and
financial position has not yet been determined.

Capital Resources and Liquidity

Cash provided by operations was $3.2, $2.9 and $3.5 billion
in 1991, 1990 and 1989, respectively. The reduction in cash
provided by operations in 1990 was partially due to payments
related to the work stoppage. Management anticipates cash
provided by operations in 1992 to continue in the range
attained in recent years.

NYNEX continued its capital expenditure program in 1991
designed to meet the expanding needs for telecommunica-
tions services by upgrading and extending the existing
telecommunications network. Capital expenditures were
$2.5 billion in 1991 and are projected to remain at a com-
parable levet in 1992. NYNEX funded capital expenditures
primarily through cash generated from operations.

NYNEX’s commercial paper borrowings are supported by
$1.6 billion of lines of credit with domestic and international
banks. During 1991, the level of commercial paper outstanding
decreased $314 million. This was primarily due to $400 million
in long-term debt issuances at the telephone subsidiaries. In
1990, NYNEX entered into interest rate swaps to protect
against exposure to interest rate volatility associated with

certain of its commercial paper borrowings through 1997.
NYNEX has also utilized interest rate instruments designed
to take advantage of decreasing short-term rates.

During 1991, New York Telephone issued $200 million of its
Forty Year 9%% Debentures due July 15, 2031. New England
Telephone issued $100 million of its Ten Year 8%% Notes
due August 1, 2001 and $100 million of its Forty Year 9%
Debentures due August 1, 2031. Net proceeds of these
offerings were used to repay short-term debt and for
general corporate purposes. In October 1992, $300 million
of New York Telephone’s Five Year 9%% Notes and

$200 million of New England Telephone’s Five Year 9%%
Notes will mature. The telephone subsidiaries may refinance
this debt with short-term borrowings or long-term debt.
New York Telephone and New England Telephone each
have an additional $300 million of unissued debt securities
registered with the Securities and Exchange Commission
(the “SEC").

NYNEX Capital Funding Company issued $31 million

of medium-term debt in 1991 used to finance real-estate
projects. NYNEX Capital Funding Company has an addi-
tional $209 million in unissued medium-term debt securities
registered with the SEC. Additionally in 1991, NYNEX
Credit Company issued $94 million of medium-term notes
to finance investments in certain assets.

Beginning in 1990 and throughout 1991, NYNEX issued new
shares of common stock associated with employee savings
plans and the Dividend Reinvestment and Stock Purchase
Plan. This increased the equity component of NYNEX's
capital structure by approximately $260 million in 1991 and
$130 million in 1990. At December 31, 1991, NYNEX’s capital
structure consisted of 47.3% debt and 52.7% equity, compared
with 47.2% debt and 52.8% equity at December 31, 1990.

In 1991, certain independent bond rating agencies lowered
their rating on the debentures of New England Telephone.
The rating of NYNEX and New York Telephone debentures
were reaffirmed at current levels. Although Management
cannot predict that the bond ratings will remain at current
levels, Management believes that the bond ratings of NYNEX,
New York Telephone and New England Telephone will remain
at a level that is indicative of strong credit support for timely
principal and interest payments in the foreseeable future.



The following table sets forth the Plans’ funded status
and amounts recognized in the consolidated balance
sheets:

Dessmber 23,
in miiess 1991 1990
Actuanal present vaiue of accumulated 4
benefit obligation, including vested 3
benefits of $9.514 and $8.821. respectively $10.207 % $ 9450

Plan assets at farr value. pnmarily Listed stock,
corporate and governmentai debt and

reai estate $12.510
Less: Actuanal present value of projected
benefit oblugation 10.818
Excess of plan assets over projected
benefit obligation 1,692
Unrecogruzed pnor service cost (33)
Unrecogruzed net gain (1.426)
Unrecogruzed transition asset (729)
$ (496)

Accrued pension cost

The assumptions used to determine the projected benefit
obligation as of December 31, 1991 and 1990 include a
discount rate of 8.5% and an increase of 4.0% to 5.5% in
future compensation ievels, in each year. The expected
long-term rate of return on pension fund assets used to
calculate pension expense was 8.5% in 1991 and 1990 and
8% in 1989. From time to time, the Plans have been
amended to increase the level of plan benefits. The actu-
anal projections included herein anticipate similar action
in the future.

In April 1991, NYNEX offered a voluntary management
early retirement program. The impact on the projected
benefit obligation was not significant. In September 1991,
as part of agreements reached between NYNEX and its
uruons extending collective bargaining agreements
through August 5, 1995, NYNEX amended its nonman-
agement pension plan to provide an early retirement
incentive, which increased the projected benefit obliga-
tion by $491.8 million, of which $150.0 million was ex-
pensed and $341.8 million was deferred. The expense
associated with the nonmanagement early retirement
incentive was included in the charges for force reduction
programs in the fourth quarter of 1991 (see Organiza-
honal Restructuring included in Management's Discus-
sion and Analysis of Finanaal Condition and Results of
Operations). Management anticipates future recovery of
these deferred costs through the rate-making process.

In January 1992, NYNEX announced that management
employees who leave NYNEX under the Force Manage-
ment Plan during 1992 and are at least 21 vears oid with
at least one year of service as of December 26, 1991 may
elect to receive their NYNEX Management Pension Plan
benefit in a lump sum distribution, or as a monthly annu-

itv beginrung when thev leave NYNEX. In addition,
emplovees who are not vet eligible for a service pension
retain the exusting option of waiting until reirement age
betore receiving their pension benefit.

Dunng 1990, the projected benefit obligation increased by
$128.5 muillion for the 1989 early reirement plans for
management and nonmanagement emplovees, of which
$73.2 million was expensed and $55.3 mullion was de-
ferred. Management anticipates future recovery of these
deferred costs through the rate-making process.

Postretirernent Benefits Other Than Pensions

NYNEX provides certain health care and life insurance
benefits for retired empioyees and their families. Substan-
tially all of NYNEX's employees may become eligible for
these benefits if they reach pension eligibility while
working for NYNEX. Most of the benefits are provided
through an insurance company whose premiums are
funded as benefits are paid. Total costs of providing
benefits for retired employees and their families were
$153.9, $133.8 and $117.5 million in 1991, 1990 and 1989,
respectively.

In September 1991, under the provisions of the Omnibus
Budget Reconciliation Act of 1990, a portion of excess
pension assets totalling $133 million were transferred
from the two NYNEX pension plans to health care benefit
accounts established within the respective pension plans
for reimbursement of retiree health care benefits paid by
NYNEX during the 1990 tax year. NYNEX then estab-
lished and made contributions to two separate Voluntary
Empioyees’ Beneficiary Association Trusts (“VEBA
Trusts”), one for management and the other for non-
management, in amounts equal to the excess pension
assets transferred. The VEBA Trusts were established to
begin prefunding postretirement health care benefits. In
December 1991, additional excess pension assets totalling
$148 million were transferred from the NYNEX pension
plans to health care benefit accounts within the pension
plans for reimbursement of 1991 retiree health care ben-
efits. NYNEX also made contributions to the VEBA Trusts
n amounts equal to the excess pension assets transferred
in December 1991. The transfer of the excess pension
assets and the establishment of the VEBA Trusts had an
insignificant impact on NYNEX's results of operations
and financial position.

In December 1990, the FASB issued Statement of Financal
Accounting Standards No. 106, “Empioyers’ Accounting
for Postretirement Benefits Other Than Pensions” (“State-
ment No. 106”). Adoption of this standard is required by
NYNEX no later than January 1, 1993. Statement No. 106
will change the current practice of accounting for



nonpension retirement benefits from recognizing costs amortization, will increase by approximatelv two to three

as benefits are paid to accruing the expected cost of times above the projected 1993 expense levels. and the
providing these benefits during an empioyee’s working initial unfunded accumulated postretirement benefit

life. Upon adoption of Statement No. 106, companies obliganon will be in the range of approxumately $3.5 billion
will be required to recognize the liability to current and to $5.0 billion at adoption. A substantial portion of the
retired emplovees either immediately or over a period increase would be related to the telephone subsidianes.

which are subject to rate regulation. Management is unable

. . ) to predict with any certainty what effects the future regula-
Management s currently evaluating the financial account tory environment may have on the wtimate finanaal

ing impact of this accounting standard. Initial estimates .
indicate that the related annual expense, assuming 20-year impact of the new standard.

not to exceed 20 years.

The components of property, plant and equipment—net are as follows:

Buildings

Outside aerial and underground facilities
Other teiephone equipment

Furruture and office equipment

Capital leases

Total depreciable property, plant and equipment
Less: accumulated depreciation

148.1
782.7
$19.728.9

Add: Land
Plant under construction

Total propertv, plant and equipment—net

Interest rates and maturities on long-term debt outstanding are as follows:

In militons Interast Rutes
Refunding Mortgage Bonds: 3N T,
LR
Debentures: 46 -8
R
85447 v
B .
Notes 63 1
Other

Unamortized discount—net
Totai long-term debt

o8- 413
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e T NG AL s TATEMENTS (cantinued)
Soagrte T2, rme Lompany otfered a voluntary management early retirement
Coogran. e impact o the projected benmefit obligation was not
Dogntolant. Inouctager 1491, s< part of agreements ratified by the Company

and 1t:oan tas extending collecti.e bargaining agreements until August 5,
IR Shuileltive Bargaining A?reement in Management's Discussiom and,
anatvsis ot Kesuuts of Operations), NYNEX amended its nonmanagement pension
CLan U o orivige an early retirement incentive, Wwhich increased the projected
cenefit cbligatiocn oy 3113.4 million, of which $34.2 million was expensed and
79,2 mitiion was deferred, The expense associated with the nanmanagement
earty ret . -ement incentive was included in the charges for force reduction
crograms inothe fourth quarter of 1991 (see Organizational Restructuring
‘nzluded 1 Management's Discussion and Analysis of Results of Operations).

L

The Company has discussed with its regulators a plan to recover deferregd
pension costs through the rate-making process (see Postretirement Benafits
Dther Than Fersions below).

FPostretirement Benefits Jther Than Pensions

The Company provides certain health care and Life insurance benefits for
retired employees and their families. Substantiaily all of the Company's
employees may become eligitle for these pemefits if they reach pemsion
eligibility while working for the Company., Total costs of providing benefits
for retired employees and their families were $43.7, $50.% and $64.¢ mitlion
in 1972, 1991 angd 1990, respectively.

During 1992 and 1991, under the provisions of the Omnibus Budget '
Reconciliaticon Act of 1990, a portion of excess pension assets, totalling
3205 and $£31 milliom, respectively, was transferred from the two NYNEX
pension plans to health care benefit accounts estahlished within the
respective pension plans., The funds were used for reimbursement of retiree
health care benefits paid by NYNEX guring the 1992, 1991 ang 1990 tax vears
2f which 358, $42 and 338 million, respectively, represented benefits paid by
the Company. In 1991, NYNEX establ ished two separate Voluntary Employees
Jeneficiary Association Trusts (''VEBA Trusts'), orme for manaﬁement and the
gther for nonman t, to begin prefunding postretirement health care
tenefits, In 199 and;1991, amounts equal to the excess pension assets
transferred were contributed to the VEBA Trusts. The assets in the VEBA
Trusts consist primarily of equity securities and fixed income securities.
The transfer af excess pension assets and the establishment of the VEBA
Trusts nad an insignificant impact on the Company's results of operations and
financial position,

The Company witl adoot Statement of Financial Accounting Standards No. 106,
Employers! Accountinmg for Fostretirement Bengfits Other Than Pensionz
("Statement No, 104") eftective January 1, 1993, Statement No. 106 will
change the current practicer of accounting for postretirement benefits from
~ecognizing costs as benefits are pald to accruing the expected cost of
croviding these bemefits during an employee's working Life, Upon adoption of
Statement No, 104, the Company intends to recognize the tramsition obligation
for retired employees and the earned portion for active employees over a
dUmya3r paricd, [t is aestimated that 1993 amrual cost under :



(W
(X

-3

X

NOTES TO FINANCIAL STATEMENTS (continued)

Statement No. 106 will be %7135 million, an incremental cost increase of
approximately $65 million over the current methodology, and the initial
unfunded accumulated postretirement benefit obligation will be $850 million.
Amortization of the initial unfunded transition obligation, together with the
ongoing annual expense recognized under Statement No, 106 1n excess of costs
recognized under the current methodalogy, will be offset by the effect of
actuarial assumption changes made under Statement of Financial Accountin
Standards No. 37, "Employers' Accounting for Pensions'’ ('Statement No. 87'').

The Company has discussed an accounting ptan with regulatory commissions in
each of the states in which it operates for the intrastate regulatory
accounting and rate-making treatment of pemsions and other postretirement
berefits. The accounting plan allows faor the immediate adoption of
Statement No., 106 and Statement No. 87 on a revenue requirement neutral
basis, provides for the amortization of existing deferred pension costs
within 3 ten~year period and eliminates the need far additional deferrals of
Statement No. 8/ and Statement No. 104 costs, This plan will be implemented
for the States of Massachuysetts and Vermont, but its status in the States of
Maine, New Hampshire and Rhode Island is still pending., With respect to
interstate treatment, the FCC released an order in January 1993 stating that
costs recognized under Statement No. 106 are nat exogenous costs and, )
therefore, do not warrant am upward rate adjustment umder price caps at this
time. Management is unable to predict with any certainty what effects the
future regulatory envirommert may have 2n the ultimate financial impact of
the new standard.

Fostemployment Benefits

November 1972, the FASB issued Statement of Fimancial Acceunting Standards
e, "Emplayers' Accounting tor Postemoloyment Bemefits' ('Statement Na.,
). The Company is required to adopt this standard me Later than January
, V774, Statement No, 112 applies to postemployment bemefits provided to
tormer or inactive emmloyees, their bemeficiaries,
and covered dependents after emnloyment but before retirement. i
Statement Na, 112 will change the Company's current method of accountwng_for
postemployment benefits from a combination of recognizing costs as benatits
are paid and accruing them upon termination of employment to accruing the
expected costs of providing these benefits if certain conditions are met,

In the year of adoption, the initial effect of Statement No, 112 should be
rezngnized immediately amd reported as an accounting change, Management is
currently evaluating the financial impact of this accounting standard; the
:ffect of Statement No. 112 on the Company's results of operations and
financial position has not yet been determined, 1t has not yet been
determined whether the reguiatory authorities willt permit amortization of the
transition amount and whether the transition amount will be accountad for in
operating expenses, Management is unatle to predict with any certainty what
:ffects the future requiatory environment may have on the fimnancial impact of

this standard,
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

Postretirement Berefits wther Than Pensions

The Company provides certain health care and Life insurance benefits for
retired employees and their families, Substantially all of the Company's
employees may become eligible for these benefits if they reach penswon
eligibility white working for the Company. Total costs of provwdxng benefnts
for approximately 39,200 retired employees and their families were 311

$71.6 and $6%.1 meLwnn in 1992, 1991 and 1990, respectively,

During 1792 and 1991, under the provisions of the Omnibus Budget
Reconciliation Act of 1990, a portion of excess pension assets, totalling
3205 million and $281 meLwon respectively, were transferred from the tweo
NYNEX pension plans to health care benefit accounts established within the
respective pension pltans, The funds were used for reimbursement of retiree
health care benefits paid by NYNEX during the 1992, 1991, ang 1990 tax years,
of which $108 million, 376 million and $49 millian, respectively, represented
benefits paig by the Commany, In 1991, NYNEX esta6L1shed two separate
Voluntary Employees' Bercofieiary Assocwatwon Trusts ('VEBA Trusts''), ome for
management and the other for mommanagement, and contributed amounts equaL to
the excess pension assets transferred. The VEBA trusts were established to
begin prefunding postretirement health care benefits. The assets in the VEBA
trusts consist primarily of aquity securities and fixed income securities.
The transfer of excess pensiom assets and the estabtwshment of the VEBA
Trusts had an 1nswgnwf1cant impact on the Company's results of operations and

financial position,

The Company wili adopt Statement of Finmancial Accounting Standards No. 106,
‘Employers’ Account1ng for Postretirement Benefwts Other Tham Pensions''
("'Statement No. 106") effective January 1, 1993, Statement No. 106 will
change the current practice of accounting “for postretirement benefits from
recognizing costs as benefits are paid to accruing the expected cost af
providing these bemefits during an employee's working Life. Upon adoption of
Statement No, 106, the Company intends to recognize the transitiom obligation
for retired empkoyees and the earned portion for active employees over a
d0-vear period., It is estimated that 1993 anrwal cost under Statement Ne.
106 will be $250Q mittion ang the initial unfunded agcumulated postretirement
penefit obiigatiom wilt be $1,6 hillion, Amortization of the initial
unfundecd tramsition obtwgatwon, together with the ongoing annual expense
racognized under Statement No, 106 in excess of costs recognized under the
current methodology, will be offset by actuarial assumpt1on charges made
under Statement of F1nanc1aL Accounting Standardc Ne, #7, "Employers'
Acccunting for Pengioms’’ ('Statement No, 37'0)
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et umert senet t3 ootner Than Fensions (Continued)

rooecemper 12, Y797, the Lomp. 1y submitted an accounting plan to the NYSPSC
Piroree reggatory accIunting and rate making treatment of pensions and other
oostratirement tenefits.  The accounting plan allows for the immediate
agoetion of Statement No. 106 and Statement No. 87 on a revenue requirement
neutral casis, orovides tor the amortization of existing deferred pension
costs within 2 ten—year period and eliminates the need for additional
deferrals of Statement No. 106 and Statement No. 87 costs., This matter 1is,
pending. With respect to interstate treatment, the FCC released anm order in
Jaruary 1793 stating that costs recognized under Statement No, 106 are not
exogenous costs and, therefcore, do not warrant an upward rate adjustment
under price caps at this time. Mamagement is unable to predict with any
certainty what effects the future regulatory emvironment may have on the
uttimate financial impact 2f the new standard.

FPostemployment Benefits

In November 1992, the FASB issued Statement of Finmamcial Accounting Standards
No, 112, "Emgloyers' Accounting for PostemgLoyment Benefits'' (''Statement No.
11¢'"), The Company is reayired to adopt this standard no later than January

3

1, 1994, Statement No. 112 applies to postemployment benefits provided to
former or inactive emplayees, their beneficiaries, and covered dependents
after employment but before retiremenmt, Statement No, 112 will change the
Company's current method of accounting for postemployment benefits from a
combination of racognizing costs as benefits are paid and accruing them upon
termination of employment to accruing the expected costs of providing these
benefits if certain conditions are met.

In the year of agoption the initial effect of Statement No. 112 should be
recognized immediately and reparted as an accounting change, Management is
currently evaluating the fimancial impact of this accounting stamdard; the
effact of Statement 112 on the Company's results of operations and financial
position has not yet been determined, It has not yet baen determined whether
the regulatory authorities will permit amortization of the transition amount
and whether the transition amount will be accounted for in operating
expenses.  Management is unable to predict with any certainty what effects
the future regulatory enviromment may have =-n the finamcial impact of this

standard.
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RETIREE HEALTH PLANS SPRE-65!

Feature Management Plan * Non-Management Plan
* Type Of Plan * Active comprehensive * Active basic plus major
: Options medical
— Comprehensive

—  $4,000/$8,000 deductible,
70% coinsurance,
$7,000/$10,000 stop-loss

—  $600/$1,200 deductible,
80% coinsurance,
$1,800/$3,000 stop-loss

options

—  $350/&%$700 deductible,
80% coinsurance,
$1,400/$2,800 stop-loss

* Applies to Management employees with Pension Effective Date on or after 7/2/85; all other Management
retirees are covered under the provisions shown for the Non-Management Plan.



